Abstract: This paper analyzes the banking sector's performance of the two former Yugoslavian republics, Slovenia and Bosnia and Herzegovina. This study is the first study examining the efficiency of banking sector of two countries. Countries have formed their banking systems, with their central banks as central and main monetary institutions. Performance of the banking sector of the two countries is being examined, taking into account that one country is a post war country, while other succeeds to join to European Union. It is determined using the data on return on assets (ROA) as indicator of profit, and return on equity (ROE) as an expression of rentability of banking sector, then compared to nonperforming loans (NPL) in order to foreseethe affect on future lending. Foreign direct investment is also being examined due to the large portion of it was initially made into banking sector. Financial health of the banking sector is analyzed by comparing deposits to loans figures, in several structural aspects. Based on data Slovenia's banking sector has higher return on equity throughoutyears, therefore it is more profitable.On the other hand Bosnia and Herzegovina's banking sector is more risk protected, since banks have higher adequate capital that offers protection against risk.

Introduction
This study focuses on the banking sector of Bosnia and Herzegovina(B&H) in comparison to Slovenia, by analyzing macroeconomic indicators from 2006 to 2010. Bosnia and Herzegovina and Slovenia as former Yugoslavian countries are interesting to be compared since B&H is still strongly affected by post war problems, while on the other hand Slovenia succeeded to become aEuropean Union member country.
All financial systems tend to evolve around banking sector with the major reason and that is efficient allocation of financial risk.Banks are the institutions which trough capital accumulation projects, ensure higher returns and output growth.
The aim of this study is to identify and analyze factors that will help to increase efficiency of banking sector performance of B&H and Slovenia.
To reach this objective, countries being examined need to start implementing operations that will contribute to active operations optimizations. Key objectives are establishing adequate management of banks or intermediaries, along withcredit loss avoidance methods and decreasing operational risks. This paper is organized as follows:in the first section we present institutional framework and background of B&H and Slovenia. In the second section we compare economic development indicators and foreign direct investment (FDI) of two banking sectors. Third section examines bank performance indicators, through which the profitability analysis is achieved in order to measure the banking performance. Fourth sectionanalyses coverage of bank loans with deposits, since loans are one of the instruments that banks use in order to generate the profit. Fifth section concludes the paper.
Background BiH and Slovenia
Due to the war which took place in Bosnia and Herzegovina between 1992-1995 its economy suffered, and its consequences are still present and they are going to influence Bosnia's economy majorly for more years to come. Peace negotiations were held in Dayton, Ohio, and were finalized on the 21 November 1995. The current state of Bosnia and Herzegovina came into existence after a referendum on independence in 1992, which precipitated a devastating war that ended with the It is a legal entity governed by public law. It is autonomous in disposal of its own assets. The Bank of Slovenia and the members of its decision-making bodies are independent and, pursuant to the BoSA, are not bound to any decisions, positions or instructions of state agencies or any other bodies, nor shall they seek their instructions or guidelines.
Since the introduction of the Euro on 1 January 2007 the Bank of Slovenia, in carrying out its tasks, fully abides by the provisions of the (European System of Central Banks) ESCB and European Central Bank (ECB)protocol on the statute.
As a member of the ESCB, in line with the Treaty establishing the European Community and the two statutes mentioned, the Bank of Slovenia carries out the following tasks: implements the common monetary policy, co-manages the official foreign reserves of the Member States in accordance with the Treaty on establishing the European Community, and promotes the smooth operation of payment systems. The Bank of Slovenia also carries out all other tasks pursuant to the BoSA. Economic Development, FDI and Banking Sector Economic development of the two countries being analyzed is related to the period after they reached their independence. Both of the countries belong to the communist bloc countries of former Socialist Federal Republic of Yugoslavia (SFRY), which was a centrally planned economy. The largest part of the production in the countries was just to meet their own needs. By gaining independence they turned to market economies. Foreign direct investment can be described as a company from one country making a physical investment in another country. It is an investment abroad, usually where the company being invested in is controlled by the foreign corporation and be stayed in contrast with making a portfolio investment, which is considered an indirect investment ).
FDI is a component of a country's national financial accounts. It can be investment made into domestic structures, equipment, and organizations.
There is a large difference among countries of SEE (South Eastern Europe) to which Bosnia and Herzegovina belongs to and CEE (Central Eastern European countries) to which the Slovenia belongs, differing on various data and indicators.
Relation of FDI and Banking sector is important due the fact that large portion of Bosnia and Herzegovina's FDI goes to banking sector, and it is jet growing and an ongoing process.
In Slovenia on the other hand the situation is quite different. Bosnia and Herzegovina on the other hand is not in position to acquire any FDI but for the trade its major partners are Croatia, Serbia, and Germany which shows that former Yugoslavian countries are still dependent on each other.
Trade is often related with foreign direct investment. In order to illustrate relationship between the two countries, data in Table 2 represents Bosnia and Herzegovina's trade partners in exports and imports. In case of Bosnia and Herzegovina growing FDI in services, specifically in the banking area, was influenced by the following points (Babić-Hodović and Burić, 2005):
• Globalization of the financial services industry which resulted in growing competition between different non-bank sources of credits and financial services of credits and financial services (especially in the insurance market) which, in turn, led to the continuing consolidation of banking system in both mature and emerging markets (Roldos, 2001) 
Bank Performance Indicators
The profitability analysis is achieved on a set of indicators in order to measure the banking performance. The indicators result and arise from the accounting dates, which illustrates the reference periods in the most synthetic expressions of balance sheet and the profit and loss account (Caruntu and Romanescu, 2008 ).
Likewise it is emphasized and studied the linkage between financial performance measured by return on assets (ROA) and return on equity (ROE) in the two countries will be discussed.
Return on Equity or profit to equity, is the most significant indicator for profit, which measures the banking management in all its dimensions, and offers an image over the way to use the capitals brought by shareholders, the effect of their retainer in bank's activity (Caruntu and Romanescu, 2008) . Return on equity measures a corporation's profitability by revealing how much profit a company generates with the money shareholders have invested. Return on Assets (ROA) is an indicator of expression of rentability for the entirely activity of a banking society. ROA gives an idea as to how efficient management is at using its assets to generate earnings. This indicator measures the effect of management capacity to use the financial and real resources of bank in order to generate profit. It is appreciate that the return of assets indicator is the most exact measure of banking activity due the fact that expressed directly the result, accordingly to the specific management of banking intermediate, of active operations optimization, related to a volume of resources considered. Formula for ROA is:
The poor profitability of many banks can be explained by a low level of efficiency, specifically an excessive number of employees for the scale of their operations and substantial provisions for loan losses, accompanied by the costs of expanding their branch network (Babić -Hodović and Tesche, 2006). On the other hand, (Četković, 2011) states that high profitability potential in the Balkan Countries may have been a driving force behind the expansion of banks from EU member countries into the region. 
Source: FBIH and RS Banking Agencies and CBBH, Bank of Slovenia
As it can be seen from the Table 3 in each year from period 2006-2007 return on assets have been significantly higher in Slovenia than in Bosnia and Herzegovina. In year 2010 ROA in B&H was -0.6 which indicates low profitability of banks, and this number is significantly higher in the previous year, when it was 0.1. Reason for it lies in the fact that economic crises hit banking sector in this year more intensively than in previous years. In Slovenia ROA in 2010 was -0.19 which is rather low profitability indicator, but yet better than in the B&H at the same year. with indicated large portion of debt unpaid, most probably due to the economic crisis and switch in currency. Assets in Slovenia as % of GDP in 2010 amounted to EUR139.5 bill which is significantly higher than in Bosnia and Herzegovina in the same year. Lending growth in Slovenia on the other hand in each of the years is lower than in Bosnia and Herzegovina. In year 2010 in Slovenia it amounted to 0.8% while in Bosnia it was 2.4%.
Banks have been and remained the most important financial intermediaries. The banks had total assets of EUR50.3 bill in 2010. The total assets of banks as a percentage of GDP were down, as a result of decline in total assets in nominal terms.
Banks in transition countries are likely to struggle with the high NPL ratios they have accumulated during the crises and the possible losses associated with loans.
During 2009, Slovenian banks significantly tightened their underwriting policies and reduced the average maturity of loans being written for corporate and SME customers, making it more difficult for them to roll over obligations. Onwards it has increasing trend, and it reaches its peak 11.4% of total loans in year 2010. By analyzing this data it can be concluded that increase in ROA is mostly affected by NPL, as a part of the net profit. Therefore when NPL increase net profits will decrease, assets remain same, but the end result shows decreased ROA, and vice versa. Drastically increase in NPL can be also described due to the global economics crises of 2008, which majorly damaged banking sector in year 2010 when the ratio of nonperforming loans increased to 11.4%.
ROA in 2007 was the highest which indicates in this year lending was most rentable, and this can be proven by analyzing data from Table 4 where lending in 2007 was 28.4 % of annual growth which is higher than in year 2006, 2009, and 2010 . In year 2010 ROA was -0.6 % therefore in this year lending has high probability of decline. Table 5 shows thestructure of deposits in B&H. In 2010 total deposits amounted EUR6,300 mill which represented an annual increase of EUR 0,200 mill.
Out of EUR 6,300 mill deposits in 2010, EUR800 mill were government deposits, EUR2,200 mill were non-government deposits, and EUR 3,300 mill were household deposits. Therefore it can be concluded that 51% of total deposits were household deposits. Total deposits in year 2006 amounted EUR 4,400 mill, which is significantly lower than in 2010. From the aspect of crisis it can be concluded that in pre-crisis 2006 deposits were lower, and in years of current crises deposits are only experiencing slight increase of year 2008 to 2009 increase of a EUR200 mill.
Significant decrease in government deposits occurred in 2008 due to the crises it amounted EUR 1,100 mill and in previous 2007 it was EUR 1,500 mill, which is a decrease of EUR 400 mill. Nongovernment deposits trough selected years are presenting insignificant change in deposits, they are quite constant. 
Source: Author's elaborations of BiH data on loans and deposits, Central Bank of Bosnia and Herzegovina
Due to the ongoing crises its impact on the economy of Bosnia and Herzegovina slowed growth of lending activities in 2010 to household sector and it amounted EUR 3,220 mill, compared to previous 2009 where it amounted EUR 3,200 mill it can be concluded that there is no increase in lending to the household sector ( Figure  4Sectored structure of loans and deposits in B&H).Contrary to it public sector loans had increasing tendency during the selected period, in 2009 they amounted EUR 3,980 mill and in 2010 EUR 4,200 mill, meaning that public sector during the times of crises had to finance their operations through loans. Figure 5 shows total deposits and total loans in BiH. By looking at the graph we can see that trough out all year loans issued are higher than deposits.This difference was the slightest in year 2007 when total deposits amounted to EUR 6,000 mill and total loans EUR6,100 mill. Highest difference between loans and deposits was in the year 2008 when the global financial crises started, when total deposits were EUR 5,900 mill and total loans were EUR7,440 mill. In 2010 deposits increased to EUR6,300 mill to EUR7,450 mill which is significant progress in balance of the two ratios compared to previous year, and when taking into consideration that 2010 is the year in which economic crises is in its highest magnitude. Sectored structure of loans and deposits in Slovenia ( Figure 6 ) shows that in each of the year's public sector loans were higher than the household loans. In year 2008 household loans were EUR 15,5 mill, while in 2010 they increased to EUR 17,2 mill. Public sector loans had a decreasing point from 2008 when they amounted EUR 54,9 mill to 2009 when they amounted EUR 50.4 mill, which presents a decrease of EUR 4.5 mill, most probably due to the economic crises. In 2010 loans to households amounted to EUR 17.2 mill while loans to public sector increase from previous year to EUR 68.5 mill. to 2010 when data is available it can be concluded that deposits in each case were higher than loans, therefore loans could be completely financed through money generated from deposits. For instance in 2008 total deposits amounted EUR 74,9 mill, and total loans were EUR 70,4 mill. In year 2010 total deposits were EUR 81,1 mill and total loans were EUR 68,5 mill. 
Conclusion
Bosnia and Herzegovina and Slovenia as former Yugoslavian countries succeeded to develop stable banking sectors regardless of unfavorable past events. Importance of the banks is unquestionable with its main role in the global economy, providing capital for innovation, infrastructure, job creation and overall prosperity. Due to the war that occurred, Bosnia and Herzegovina have faced destruction of overall economy, it succeeded to restructure quite fast, especially by opening to foreign direct investment, which reached its peak in 2007 amounting whole 12, 0% contributions to GDP.
The effect of increasing FDI in B&H has been positive. It results in confidence that society gain in banking sector, by more loans being acquired, and deposits made, effecting positive overall balance of payment. As the countries share joined history as former Yugoslavian countries there are still strongly orientated on each other in the terms of trade and investment.
Bosnia and Herzegovina major trade partner are its neighbor countries Croatia and Serbia, while Slovenia in terms of trade favors former Yugoslavian countries including BH and EU states and Switzerland. Based on data shown in paper GDP per capita, as key measure of development, is five times greater in Slovenia than in Bosnia and Herzegovina in 2010.
Bosnia and Herzegovina showed unenviable number in terms of unemployment 27.2% in 2010, while in Slovenia figures showed 6.7 % unemployed population.
Returns on assets is significantly higher in Slovenia than in Bosnia and Herzegovina, while returns on equity are almost in balance in both countries, meaning that corporations are generating their money efficiently, and profiting from it. Figures of return on average assets (ROA) are also showing that with its increase there is high
